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Summary

In 2004, investment in technology soared after a few years of low growth.
According to Prince and Cooke, the adoption of IP Telephony in the corporate
sector grew 150% from 2004 to 2005. At the same time, the equipment providers
are developing new industry-driven solutions to better serve the SMEs market in
Argentina, which account for 50% of the broadband access accounts. In addition
to mobile and wireless, IP solutions is one of the few sub-segments of the
telecom equipment market that is growing. With over 10 million internet users in
2005, Argentina is quickly becoming more reliant upon IP communications.
Argentina has the third largest population of internet users in Latin America,
growing at a 40% annual rate. Broadband access is growing at a rate of 100%.
Considered an early adaptor of new technologies, the Argentine communications
market will continue to experience significant IP expansion as more businesses
harness the potential of IP networks. Given the continuous education efforts
from vendors, the increasing number of internet users, sale of PCs and access to
broadband and enhanced network security coupled with an apt regulatory
framework, and overall economic recovery, 2006 and 2007 are expected to be
strong years for IP telephony and VolP growth.

Market Overview

In 2004, investment in technology soared after a few years of low investment.
Argentina’s economic recovery since the crisis of 2002 has been striking with 9
percent GDP growth in 2003 and 2004. Projected growth in 2005 and 2006 is
estimated at 7 percent and 5 percent respectively. The economy is also
experiencing consumption growth based on rising real income levels and
industrial output in the last two years. Argentina has a tech savvy population,
which will significantly contribute to the expected increase in the demand for new
technologies over the next few years.

In this context, Argentina is fast following the same world trend of migration to IP
technologies for communications. Even though it is still a very nascent
technology in the country, a recent survey by Prince and Cooke of the top 130
companies showed that the adoption of IP telephony had already reached 20% in
mid- 2005, from a mere 5% penetration in 2004. The level is expected to reach
40% in 2006. This represents an increase of 150% in an 8-month period.
Likewise, vendors of IP technology have reported a150% increase in sales of this
technology in the last year. This growth rate is expected to continue through
2009. The first semester of 2005 revenues of IP equipment reached over $10
million dollars. Projections of 2006 are at least double this figure. For the
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purpose of this report, it is important to clarify three concepts: first, VolP, which
stands for Voice Over Internet Protocol, transfers voice in IP data packets over
public or private networks; second, Voice Over Internet, which refers to the
possibility of making phone calls over the Internet instead the conventional PSTN
networks, is normally a PC-to-Phone, PC-to-PC or phone-to-phone
communication, with the same software on both ends of unreliable quality and
security; and third, IP Telephony, which is the advanced corporate
communications systems over Internet Protocol, with traditional telephone
features and many value added services and applications.

IP Telephony is known as “intelligent communications”, which, using IP as a
means of transfer, not only reaches all the normal features of a traditional PBX
but also adds new integrated applications that allow for full network
automatization, mobility, cost reduction and other benefits. IP telephony is the
only sub-segment of telecom hardware that is growing. The sale of traditional
PBXs is decreasing worldwide. On the other hand, ClOs and Network Managers
are increasingly migrating to IP communications, whether initially with hybrid
systems (mixed networks) or with pure IP solutions. This results from the
unquestionable advantages of IP communications, which is where the new
technology wave is going.

The adoption of IP Telephony will continue to grow
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According to Avaya executives, the growth of IP Telephony in Argentina over the
next few years will be faster than in other countries in the region. Likewise,
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Prince and Cooke states that as an emerging market, Argentina will migrate to IP
telephony faster than the world IP adoption growth rate.

At present, more than 85% of the corporate segment in Argentina still uses the
standard PBX systems under the conventional TDM process or through PSTN
lines (Public Switch Telephone Networks). However, a recent survey shows that
75% of the corporations have network infrastructure that would enable them to
switch to IP telephony with very little additional investment; and that 50% of those
companies plan on doing it by 2006.
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The main attraction of IP telephony for corporate management is the cost saving
capabilities. However, the main paradigmatic change of this technology is not
only the convergence of voice, video and data in one network, but also the
“mobility and portability”, i.e., the possibility to eliminate geographic reference.

This technology presents a new concept for corporations with intensively mobile
workforce and tele-workers. This has also been the key factor of the success of
this technology in call centers, universities and distance learning institutions. The
more hybrid the system the less cost savings capabilities and fewer attributes.

In Argentina, the call/contact service industry has experienced a 300% annual
growth since 2003 becoming an important source of employment in the country
in recent years. Many foreign and local companies have established new or
relocated existing call/contact centers in Argentina in the last few years due to
Argentina’s competitive advantages. These are Argentina’s qualified human
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resources, Argentina’s excellent communications infrastructure and the
competitive exchange rate. The call/contact center services, whether proprietary
or outsourced, are normally located remotely from the markets they are serving.

The main advantages of IP telephony perceived by corporate ClOs and top
management in a recent Prince and Cooke’s survey of companies which have
not incorporated IP telephony yet, include:

- Cost reduction in national and international communications 65%
- Increased technological development and information 9%
- Unified cabling and network wiring 7%
- Mobility 5%
- Others / Do not know 14%

Benefits induced by systems providers include:

- Cost reduction in national and international communications

- Cost reduction in voice and data networks management, maintenance and
infrastructure

- Unified voice, data and video capabilities in one network (integrated
videoconference)

- Network security

- Mobility of the workforce

- Migration to remote users

- XML applications

- Increased productivity

- Facilitates of employees’ changes, movements or additions

- Time saving, e.g. to locate an employee.

- Improves collaboration among employees

According to IDC, the IP telephony market in Latin America increases at a 19%
growth rate per annum. In 2004, 28% of the corporations of the 6 most important
Latin American countries were implementing IP telephony. Argentina is the
leader in the adoption of IP telephony in the region followed by Chile, while Brazil
is the leader in Voice over the Internet. In Latin America, Cisco has 40 percent
market share of IP telephones and IP telephony equipment. Avaya has 21% and
Nortel 11%. Other providers such as Siemens, Mitel, Alcatel and 3Com also
have a smaller participation in the market. In Argentina, Cisco leads the market
with 65 % market share.

There is no local manufacturing of IP telephones in Argentina. There are some
local developments and integration of networking equipment (hardware and
software), interoperable with IP technologies. This is the case of the Argentine
company Qualis IT's new telephone system which integrates a router, a firewall,
a VPN server, a VolP Gateway and and IP-PBX. This product is targeted to
small and medium sized companies. On the contrary, Cisco’s solutions target
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companies with more than 100 employees. @ On the other hand, the R&D
department of the local IP-based telecom service provider |-Plan developed a
Softswitch for their own operations and also started to export it to other Latin
American countries. These are isolated cases of local developments. The rest
of the IP related equipment is imported.

At present, large corporations have been the main buyers of IP telephony but
there is still room for expansion in this segment since only 51% of the corporate
segment has been contacted by providers of IP infrastructure. The main
equipment providers are slowly educating the IT and non-IT executive
management about the “values” of converging security cameras, telephones,
computers, laptops, PDAs and access points for wireless access, into the same
LAN, including RFID sensors for stock and/or personnel access control, all the
system supporting POE (Power Over Ethernet) Standard IEEE 802.3AF.

The medium-sized companies appear as an attractive target for vendors, who
are adapting their solutions to this market segment and to vertical industries
specific needs.

In reference to VolP, with over 10 million Internet users in 2005, Argentina is
quickly becoming more reliant upon VoIP telecommunications, whether at the
workplace or at home. Argentina has a population of 38 million people and 10
million households. More than 25% of the households in Argentina have a
computer and 15% have access to the Internet. Total PC penetration (1 PC
every for every 100 inhabitants) is approximately 15 %. Broadband access is
projected to double in 2005. Furthermore, the number of public places with
access to the internet, including Wi-Fi, are continuing to experience rapid growth.
Argentina has the third largest population of Internet users in Latin America,
growing at a rate of 30-40% year on year, though many rely on Internet cafes for
access. These factors only reconfirm the steady growth of the use of VolP for
communications.

Market Trends

In 2005, statistics on the IT sector nearly reached pre-crises figures. By the end
of 2005, the sale of desktop computers is expected to expand by 50 percent from
2004, with a total of 5.5 million units installed. The number of PC units sold in
2005 is expected to reach 1.1 million, surpassing the record figure of 1 million
PCs sold in 2000. Likewise, the sale of notebooks is expected to grow over 30
percent in 2005 vis-a-vis 2004. State-of-the-art small computers and
communication devices, such as smart phones and PDAs, follow the same two-
digit growth trend. Moreover, a direct relationship exists between the purchase
of such items and the increasing demand for broadband/Internet access.

In terms of connectivity, broadband in Latin America is growing at an annual rate
of 84 percent. Argentina is one of the four main broadband leaders in the region
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along with Brazil, Chile and Mexico. Projections for December 2005 signal a 100
percent annual growth in broadband access. The Argentine National Statistics
Bureau (Indec) has recently announced a 93 percent growth of broadband
access from March 2004 to March 2005. According to Convergencia Research,
ADSL access would grow by 60 percent and Cable modem access by 40
percent. The major providers are registering almost 10,000 new subscribers per
month. Total broadband access subscribers are expected to exceed 900,000, or
more than 8 percent penetration (10 million households) by the end of the year
2005. In September 2005, broadband access subscribers had already
surpassed dial-up accounts.

Trend in Broadband Access and Total Number of
PCs
(in Millions)

0.9
2003 2004 2005(e)

O Access to Broadband B Total PCs Installed ‘

Source: Convergencia Research

Even though IP telephony and VolP appear as a threat to the revenues of the
traditional telephony service providers and as a challenge to mobile operators,
this scenario foretells the fast development and adoption of IP telephony and
VolIP in the country. According to a recent study from the OECD, cost savings in
communications resulting from IP telephony reach 80%. In Argentina, the
telecom service providers are evaluating offering IP telephony, not only the large
telecom companies like Telefonica and Telecom, but also ISPs that offer
broadband access, such as the cable tv operators. @ The main companies
currently offering corporate and/or residential VolP services are Prima (the ISP of
the Clarin Group, through the brand name Vontel, I-Plan, Impsat, Crossfone, and
Telephone?2.

The increasing number of internet users as well as the increasing number of
SME’s that are becoming aware of the positive impact of IP Telephony in their
businesses are very important growth factors. However, a key factor is still the
cultural change necessary to take advantage of all the features and capabilities
of this technology. Today, 97% of the Argentine SMEs have access to the
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Internet and represent 50% of the broadband clients. This segment presents
large opportunities for the expansion of IP networks. The flexibility that this
technology presents appears as a competitive advantage to optimize revenues
and performance.

Market Access

IP communications is not regulated per se in Argentina. Presidential Decree
764/2000 allows for “freedom of technology” to offer telecommunication services,
assimilating “voice service providers” to the same requirements and obligations
of the basic fixed telephony service providers, regardless of the technology used.
These requirements include minimum quality parameters and continuity of the
service. A new set of regulations on quality of services is still pending. The
current regulations in effect date back to early 1990’s.

New IP network operators have to obtain a license from the Argentine Secretariat
of Communications to offer VolP services. The license application must include
a technical plan and a business plan. The technical plan must state the
technology that will be used to offer the service. This is mandatory and has to be
transparent to the regulator and to the end user. The technical plan also includes
a timeline of the implementation and a full description, location and coverage of
the network, with maps. The Business plan has to contain the investments to be
made for the first three years.

There are no barriers to import equipment for IP networks, though the products
have to be certified by the Argentine Regulator (CNC — National Communications
Commission) to be marketed in the country. CNC approvals may take longer
than required for optimum time-to-market delivery by equipment providers.
Import duty for IP equipment into Argentina is 20%, plus .5 statistical tax and
21% VAT (IVA).

As for Electrical security, there are three basic requirements:

- mandatory provisioning of national standard plug (IRAM2073/2063).
- local certification

- market surveillance, applicable to products certified locally.

One obstacle related is the lack of frequency allocation for wireless services,
which may be used for IP communications provision. That is the case of the 5
GHz frequency band where a number of sub-bands have not been allocated so
far in Argentina.

Despite the fact that the written regulation to obtain a license or numbering
resources are optimum, the current administration is not awarding or releasing
the resources in time for service providers to meet the end-users demand (for a
telephone line, for example). The current administration has granted very few
licenses recently.
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Key Contacts
Government

Secretariat of Communications

Sarmiento 151 4th floor

(1001) Buenos Aires, Argentina

Phone: (54-11) 4318-9410

Fax: (54-11) 4318-9432

Web Page: www.secom.gov.ar
Comments: Secretary of Communications

Comision Nacional de Comunicaciones

Peru 103

(C1067AAC) Buenos Aires, Argentina

Phone (54-11) 4318-9427/4347-9540/9542

Fax: (54-11) 4318-9408/4347-9546

Web Page: www.cnc.gov.ar

E-mail: lawalos@cnc.gov.ar

Comments: National Communications Committee (FCC equivalent)

Trade Associations

CACE - Camara Argentina de Comercio Electrénico -
Address: 25 de Mayo 611 3™ 1

(C1002ABM) Buenos Aires, Argentina

Phone: (54-11) 4119-2334

Fax: (54-11) 4119-2334

President: Marcos Pueyrredon

Email: info@cace.org.ar

Comment: Argentine Association of Electronic Commerce

CICOMRA - Camara de Informatica y Comunicaciones de la Republica Argentina
Address: Av. Cérdoba 744 2P. “D”

(1054) Buenos Aires

Tel: (54-11) 4325-8839

Fax: (54-11) 4325-9604

Contact: Alfredo Ballarino, Executive Director

Email: cicomra@cicomra.org.ar

Comment: Argentine Association of Information Technology and
Communications

CESSI - Camara de Empresas de Software y Servicios
Informaticos
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Address: Paraguay 541 6™ floor

(1035) Buenos Aires

Tel/fax: (64-11) 5217-7802

Contact: Carlos Palloti, President

Email: info@cessi.org.ar

Comment: Association of Software and Information Technology Services

CABASE - Camara Argentina de Bases de Datos

Address: Suipacha 128 3 Piso “F” (1008) Buenos Aires

Tel. y Fax: (5411) 4326-7352/0777

Contact: Mr. Patricio Seonane, President

Email: info@cabase.org.ar

Comment: Argentine Chamber of ISPs, ASPs, and other International carriers.
The Argentine NAP is located in its premises.

Market Research

Prince, Cooke y Asoc. S.A.

Address: Ayacucho 1435 - 1°. B.

(1111)Buenos Aires, ARGENTINA

Te/Fax: 54-11-4811-5522

Contact: Mr. Alejandro Prince, President

Email: info@princecooke.com

www.princecooke.com

Comments: Consulting and Market research firm. The company organizes a
series of sector events throughout the year of relevant topics of the sector

Carrier & Associates

Address: Av. Lacroze 2321 — 4B
C1426CPI Buenos Aires — Argentina
Phone: 54-11-4899-2149

Contact: Enrique Carrier, Director
Email: info@carrieryasoc.com
WWWw.carrieryasoc.com

Trends Consulting

Address: Rivadavia 413 4" floor. Of. 6
(1002) Buenos Aires — Argentina
Phone: 54-11-4343-8899

Contact: Raul Bauer, President
Email: trends@trends.com.ar
www.trends.com.ar

Grupo Convergencia S.A.
Address: Bolivar 547 3" floor. Of. 3.
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(C1066AAK) Buenos Aires — Argentina
Phone: 54-11-4345-3036

Contact: German Rodriguez, President
Email: convergencia@convergencia.com.ar
www.convergencia.com.ar
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